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Abnormal Investment and Stock Return:
a Perspective from Agency Problem

MR & 4o 3 3

Abstract

This research aims to investigate the relationships between corporate
abnormal investment and stock return (abnormal investment includes
R&D investment and foreign direct investment) and further combine free
cash flow, corporate investment opportunity, and debt to investigate the
impacts of “agency problem arising from free cash flow”and “investment
opportunity and debt”on corporate abnormal investment and stock return.
This research expects that higher degree of abnormal investment will
decrease stock return, which will be more pronounced when the level of
free cash flow escalates. In addition, this research plans to extend our
sample to cover capital markets in China, to compare the differences
between Taiwan and Mainland China. We expect the differences between
abnormal investment and stock return in the two sites will diminish as the
systems of capital market in China becomes better and better over time.
That is: the responsiveness to stock return arising from abnormal
investment in Taiwan capital market will greater than that in Mainland
China in the early stage (before 2004). However the difference has been
diminished in the recent years during 2004 to 2009.



